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Followup Review Of
The Naval Petroleum Recerves

Department of -i:he Navy

A ok of funding hzs delayed the develop-
ment of the Novy's reserves and the capability
of oroducing lurge quanuties of oil for an
ermergency. Funas are now being made wvail-
stle {or exploration and development, Leases

 remamin in effect on Fedoral land sround the

sesereos, Dut no new loases have been awarded
since GAC's 1972 repont.

BY THE COMPTROLLER GENERAL
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COMPTROLLER GEKRERAL OF THE UNITED STATES
WASHIGTON, O C. 2086

¥

The Honorable John E. Moss
llcuse of Representatives
pDear ¥r. Moss:

Fy Fepruary 13, 1974, letter, you referre. to our repert
B~66Y27, Ockt. 5, 1972) on the capapility of the Navy's pe-
treicum reserves to meet emerfgency needs and requesteg certain
adcitional information. This information is summarized below

~a J discussed in more detalil in tne appendixes.

Longress.

The Navy's Oftice of Naval Petroleum and Oil Shale Re- i
gerves manages the reserves and for years has requested funds
to further explore and develop them. For the most part,
however, the requests have been denied and have not been sub-
mitted for appropriation consideration.

In teviewing the Office’s reguests, the Navy and the
Department of Defense have assumed that funds approvel for the
reserves would be at the expense of ocher Navy activities,
Reasons given for deaying the requests were: (1) the reserves
were nationa’ resources and appropriations for other essentia
Navy activities should not suffer and (2} there was no firm
national policy on the reserves.

No development funds of any conseguence were approved
by the Office of the Secretar: of Defense through fiscal year
1975, A lack of funding has delazyed the development of the
reserves and the capabiiity of producing large quantities of
cil for an emergency.

Although not included in the Secretary of Defense's
budget cequests, funds for exploration and development at
Petrocleum Reserve No. 1 in California and Petroleum Reserve
No. ¢ in Alaska have recently been made available by the
The Supplemental Appropriations Act, 1974, provided
$59 million, and the Congress provided $62.5 mitlion for fis-
cal year 1975. -

Over the years administration representatives and various
congressmen have proposed producing oil from the reserves for
purposes other than national defense. Recently, proposals
have been made to produce ©ii1 to increase the amount of domes-
tic e¢il available to meet current fuel needs and recuce
future reliance on foreign sources.
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Your otfice informally regquested that we obtain
information on whether the Federal Energy Administration
report on ®froject Independence would have policy recommenda-
tions on petroleum reserves., The report, issued in Hovember
1974, ¢ontained no policy recommendaticns but set forth alter-
natives, one of which envisioned production from the Navy's
petroleum reserves.

Leases comtinue in effect on Pederal land around the
reserves; only three have been canceled since our 1972 report.
Almost one-half of the remazining 46 leases have existed for
over 45 vears, their renewal having been assured by law. RNo
new leases have been awarded since our 1972 report.

As you know, for yeags the Navy has contracted with
Standard 01l of California to operate Petroloum Reserve
No. l. Standard 01l has advised the Navy that it wants to
terwinate its role as the operator. The Navy has taken ac-
tion toc get 2 new operator and the changeover is expected
later this year,

Ar requested by your office, we provided a draft of the
appendixes to, and requested comments from, officials of the
Departnents of Defense, the Ravy, the Interior, and Justice,
Their comments have been incorporated, where appropriate, and
are attached as appencixes 111 thiough V.

S ¥y your
Comptroller General
of the United States
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EevhhiulX 1 APPENDIX I

FOLLOWUP REVIEw OF

THE NAVAL PETROLEUM RESERVES

INTRODUCTION

The naval petroleum reserves are to provide fnel
resources in a standpy production status until they are needed
for national defense., <The Secretary of the Navy has overall
responsipility for developing and maintaining tne reserves;
the Navy's Oftice of Naval Petroleum and 0Oil Shale Reserses
{ONPR} manages and operates them. In past years ONPR person-
nel have requested funds to explore and develop Petroleum
keserve No. 1 in Elk Hiills, California, and Petroleum ke-
serve lo. 4 on the North Slope of Alasl.a, but their requests
have generally been denied. Our 1972 report 1/ noted that
the Navy, largely because of a lack of funds, did not fully
develop the reserves to precduce oil for emergency use.

Congressman John E. Moss requested certain additional
and up~-to-date information on (1} how the lack of funds af-
fected development of the re3erve properties, (Z; steps taken
since our 1972 report to adeguately fund the development
program, (3) proposals calling for development of the recerves
by private interests, and (4) the status of leases on Federal
land in buffer 20nes around the reserves. He also asked
about the extent that the Federal Energy Administratijior in-
cluded the naval petroleum reserves in its blueprint for
Project Independence.

Production capability and reserve potential

The development and production status of the reserves is
as follows, /

Shale reserves

Environmental, economic, and technological problems have
hampered develoupment of the naval oil shale reserves. The
high cost of recovering oil from shale has been the principal
limitation. But pecause of the increase in cil prices start-
ing in late 1973, interest in exploring the technology and
economics of reccvering oil from shale has also increased.

1/*Capability of the Naval Petroleum and 0il Shale Reserves
to Meet Emergency Oil Needs"™ (B-66927, Oct. 5, 1972}.

BEST DOCUMENT AVAILABLE



ALPPENDIX I APFPENDIX I

The naval oil shale reserves in Colorado and Utah
contain an estimated 25.8 billion parrels of oil. [ue to
the economic and “echnological problems in extracting oil
from shale, the Navy has not explored and developea these
reserves. Therefore, tre naval oil snale reserves nave re-
mained undevelopeld and iucapaple of supplying 2il in a na-
tional emergency. Activits has been limited to experiment~
ing with recovery processes,

Petroleum reserves 1/

The Navy has concluded that the potential for iicreasing
productive capaci  at Peiroleum Keserves hos. 2 and 3 is not
great. In August 1974 the recoverable ©il in thece rrserves
was estimated to be about 28 million and 43 miilicn barrels,
respectively. 0il is being proauced from these reserves,
but any additional o0il that could be produced wou.d have only
a minor effect in a national emergency.

At Petroleum Reserve No. 2, the current production rate
of 10,500 barrels a day is eguzl to the meximum daily deliver-
xble rate, and Havy officials expect piocduction to decline,

At Petroleum Reserve No. 3, current preoduction of 400
barrels a day is about 12,000 barrels below the maximum daily
deliverable rate, attainable 1f the reserve were fully de-
veioped.

Petroleum Reserves Nos. 1 and 4, the Navy's major petro-
leum reserves, have estimated maximum daily deliveraole rates
of about 400,000 barrels and 3 million barrels, respectively.
Petroleum Reserve No. 1 prcduces about 3,000 barrels a day;
Petroleum Reserve No. & is not yet proaucing oil, Informa-
tion about recoverable resources and costs of development
for these two reserves was included in our 1972 report.

This and other data revised by the havy in August 1974 is
saown in appendix II. :

l/?etroleum Reserves: No. 1, Elk Hills, California.
No. 2, Buena Vista, Calitornia.
NOo. 3, Teapot Lome, Wwyoming.
No. 4, North Slope, Alaska.
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APPERDLE

AVAILABILITY OF FURDS TO

FUOLLY DEVELOP THE RESLEVES

Steps taken *o obtain adeguate funding

APPENDIX I

ONPR has planned for many years to fund & program to

fully explore and cdevelop the reserves.

Generaily, the

annual requests for funding have been denied--either within
the Navy Department, by the Office of the Secretary of De-
fense, or by the QOffice of Management and Budget.

The following table summarizes the funds ONFR proposed
for exploration ana development activities and the amounts
avproved since fiscal vear 1965.

. ONPR Approved Approved Added by
Fiscal request by Navy by 0SD-OKB congressional
year {nate a} Departmant (note b} action
{millions) -

1965 $ 2.1 § 0.7 $ 0.7 § =~
1966 1.4 - - -
1967 1.3 ‘ - - -
1968 1.3 - - -
1969 4.6 4.0 - -
1870 4.0 - - -
1971 4.0 i.0 - -

. 1972 500 2c9 - d
1973 15.9 - - -
1974 20.1 - - 59.0
1875 92.4 75.3 {c) 6Z.5
1976 113.2 113.1 108.7 {d)

a/These figures did not include funds requested for the Barrow
gas field.

i

b/0ffice of the Secretary of Defense--Office of Management
and Budget.

!

c/The budget submission to the Congress included $17.3 willion
contingent on the passage of a joint resolution to author-
ize production from Petroleum Reserve No. 1 for 1 year.
This resolution did nPt pass in the 93d Congress.

d/Not available.
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APPENDIX 1 EPPEXRDIX I

Before fiscal year 1975, ONPR ftund reguests had oeen
included in the Navy's overail budget for operationn and
maintenance. Ag shown above, these budget requests were
rarely approved by higher officials. Amcng tne reasons
given for deleting funds reguested ror the reserves weres
{1} the reserves are nationcl resources, {2) there was no
firm national policy on the reserves, and (3} appropriations
for other -ssential Navy activit:ios should not sutfer in
order to develop the reserves.

i'or example, the Assistant Secretary of the Xavy {In-
stallations and [ogistics) wrote the Assistant Secretary of
pefense (lnstallations and Logistics) in June 1971 about in-
creasing funds for the naval petroleum reserves for the fis-
cal vear 1973 oudget. He noted that tne major impediment
to developing the reserves nrad peen the jack of tunding sup-
port frem higher levels. He saild that trom the time he as-
sumed responsibiliiy for the reserves in February 1965:

"heguesis {or funds peyond the minimum required
to operate * * * have Ceen gsleted upon each
budget submission, generally at the oint

GSD, OMB level.

“* * * pacause funds have consis.ently been
denied in the past, I nesitate to incluge the
total Naval Petrolenm keserves requirement, thus
reducing the amount availauvle for cther O&RMN
fOperation & Maintenance, HNavy] purposes, with-
out some reasonable assurance tinat these funds
will be supported at the QSD/OME level.®

The Assistant Secretary of Defense {Installations and
Logistics) responded in July 1%71, stating that: !

"At the present time there appears to be no
practicable way to develop the Reserves to meet
purely military needs. For those reasons I do
not helieve that csubstantial sumc< shoulg be

set aside within the military ouaget for ex-
plordtion and development * * ="

He recommended that the MNavy restrict its pudget regquest for
the reserves tu minimum operational needs and the environ-
mental cleanup pragram at Petruleum ResServe no. 4.

P
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‘ihe Chief of Naval OUperations expressed the same view
in his memarandum to tne Secretary of the Ravy on June 13,
1971. ©On the fiscal wvear 1973 budget reguest, he stated
that he realized the potential returns from expanding ex-
ploratory drisling put added that the Office of the Secre-
tary of Defense and the Office of Management and Budget had
disapproved an carlier request to expand exploratory opera-
tions becesuce there wes no explicit overall policy concerning
uevelopment of national oil recerves.

“he view that the reserves are national assets and
should be funced accorgdingly prevailed during budget reviews
in the following years. The Under Secretary of the Navy ex~
pressed this view in a memorandum to the Chief of haval
vperations on the fiscal year 1975 budget.

"This 1s basically the same proposal as the

one submitted last year * * *, At that time, 1
stated that exploration and evaluation of naval
oil reserves shouid be part of a government-wiae
natura'! energy plan with definite goals and ob-
jectives. In tae absence of such a plan, |

felt the Navy should rnot attempt to budget

tor such an undertaking. * * * ¥ou concurred
with this approach.”

ONPR has since heen provided with <xploration and
development funds. The Congress appropriated $59% miliion for
these activities by the Supplementa: Appropriations Act,

1974 {Public Law 93-245}, and made the funds available in
January 1374. ONPR committed the funds to further explore

and develop Petrolevm Reserves Nos. 1 and 4. Major projects
started at Reserve No. 1 included drilling new wells; reha-
bilitating the pipeline system: and providing for gas injec-
tiom; pumping, and transfer systems. At Reserve No. 4, projects
included drilling one well and jathering seismic information

for additional drillings. For fiscal year 1975, the Congress
added 562.5 million to the Kavy's request for exploration )
and development funds; reserve activities were highlignted

by including the request as a separate line item ir the buaget,
Such action should lessen funding problems that have hampered
exploring and .developing the reserves in the past. For example,
in reviewing the fiscal year 1976 budget regquest for the
petroleum reserves, tnhe Office of the Secretary and the

Office of Management and Budget approved over Y5 percent

~of the amount reguested.



BEST DOCUMENT AVAILABLE

ARPPENDIY I : ADPFENDIZ I

tffests of limpited funding

& lack of funding nas delaysd the dgeveiopment of the
reserves anc the capability of producing Jarge gquantities of
oil for an emergency. 4Also, ONPR has had ¢o drill additional
wells to prevent o1l loss by draimage oecause of tne private
operators® activities., This has interruptea ONPR's normal
cperating and malntenance progras.

Pelays in the development program

The MNavy nas programs for expleoring and developing Petro-
ieum Reserves tios. 1 and 4.

The December 1972 program for Petroleum Reserve No. 1
called for f211 exploration and development over a S5~year pe=
riod. From the exploration information, OWPR personnel esti-
mated an increase to the reserves of 432 million bparrels,
That program was incorporated with & proqrem fer Petroleum
Keserve Ho. 4 end issued in April 1973 as an overall engineer-
ing and 3iscessmert plan. In April 1%73, ONPR personnel esti-
mated froz the developzent information that the maximum daily
production rate would pe avout 492,000 barrels of oil from
the Elk hiills field. However, more recent data indicated a
maximum Gaily production rate of about 400,000 barrels.

For vzars ONPR personnel have considered the pipeline
capability on Petroleum Heserve No. 1 to be limited and have
tried tu cevelop it further. For fiscal year 1969 they re-
guested funds to install additional pipelines and other sur-
face facil:ities so the reserve could haendle production of
115,000 parrels a day. The request was for the first phase
of a 2-year program to increase the pipeline and other sur-~ :
face facilities to handle production of 16G,000 barrels a !
day. The reguest was denied at the Office of the Secretary :
of Defense-Office of Management and Budget level. '

Funds for pipelines and other development activities
were reguested 1in fiscal years 1970 and_1971 but were deleted
within the Kavy Department. In fiscal year 1972, ONPR per- :
sonnel dia not request funds to develop Petroleum Reserve :
nNo. 1. In fiscel years 1973 and 1974 funds werc reguested
for that reserve, but tne Cnief ot Naval Operations denied :
the 1373 regiest and the Navyl Comptroller denied the 1974

request. The funds were denied on the basis that the re- 4

serves are national assets ancg their deveiopment snould
not be carried out solély by [the Departzment of Defense.
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The Perrcleum keserve Ko. & program of March 197
provided fur exploratior activities over a l0-year pe
locate and test as rany large oil accunmulations as po s
The Navy estiraved that at least 10 billion barrels of
would pe located. In Marcn 1973 cthey also expected LO
velop a dally production capability at Petroleum eser
Ko, 4 of 1 mi1llion parrels by 1980 end 3 miliion parre
by 1985. ONPR personnel requested funes for _xploration
activities at that reserve since fiscal year 1965 w;tro /
success until passage of the Supplemental Appropriations Ac.,
1v74.

tormal opcrational act:ivities geferred

Private oprrator activities around the reserves nav
forced ORPR to drill wells on the reserves to prevent o
logs py drainage to the outside pumping. Sucn aivivitles
were not planned or bucgeted for.

Because such drilling was necessary,., money was mede
available by reprograming and deferriug other planned Navy
activities, as lllustrated py the foilowing briefiny docu-
ment.

"On 17 August 1973, a new and prolific oil dis-
covery was magde by tne Standard 0il Company of
California (SOCAL}) on its land adjacent to the
northwestern boundary of NPR [kaval Petroleunm
keserve} 2} (Elk Hills) in Californi:z. The dis-
covery well, located within 1,650 feet of the
nearest boundary of the keserve, has been flowing
at the rate of 3,300 parrels of oil per day fron
the Stevens sand. And as of December 1973, SOCAL
was producing 7 wells continuously at 1é,500
parreis of oil per cay and about 16,009 Scf ot
yas per day, ang is currently completing, as
producers, 3 mure wells with a total planneaq pro-
gram of 33 wells on its *Section 7R' lencs.

"In order to enable the Secretary of the Navy
to fulfill nis statutory obligation :o protect
the Reserve from drainage, a proaram >f offret
drilling is mandatory.

“In view of tue need for Navy to commence pro-
tective otfset drilling 1mmediately, the Direc-
tor, Naval Petroleum ang Cil Shale “eserves
provided, througn the temporary deferral of
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essatis] projects on MPR g3, Sl miliion for the
Eirst two oriset welif. 1Ine beiret - v of the Kavy
then made 3¢ mililon avallable to GFEII tour more
wells troz Uperation snd ﬁaza»enange, kavy

{Budget Activity 3 Furac). {tndersooring sup~
plied. )

The Havy, by reacting to situations c¢alling for offset
drilliing, has postponed other projects and not periormed
normal maintenance functiong.

Besidesz the 6 wells drilled to protect against drainage,
the NHavy provided €or 22 other wells to De started between
January and Septemper 1974. The Supplemental Appropriations
adct, 1974, provided funds for the additional wells,

Current funding s.atus

Before fiscal year 1974, funds availazble to ONPa for
reserve activities hag been limited to about $4 million to
$6 million yearly. The original appropriation for fiscal
vear 1974 included $6.4 million for operations and 2.1 mil-
iion for development., Howsver, the Suppiementul Appropria-
tions Act, 1974, provided an additional $59 million for ex-
pioring and developing pPetroleum Reserves Hos. 1 and 4.
Tnus, the total funds for reserve activities in fiscal year
1874 were 567.5 million. For fiscal year 1975, $69.4 mil-
lion was appropriated tos these activities.

In its progrem outlining a plan to explore and develop
Petroleum Regerves Nos. 1 and 4, ONPR included the following
fund requirements.

-~Total costs to fully explore Reserve %o. ! are about
519.2 m:llion, amounting to a yearly cash flow of
$4 million for 5 years. (Funds allocated were
$3.4 million in fiscal year 1974 and $3.75 million
in f£iscal vear 19?5,}]

-~Total costs to fully develop all kaown hydrocarbon
IegiGhs 1n Reserve No. 1 are apout 52%0¢ million, or
about $58 mi1llion a vear over a S-year period. ({Funds
atlicocated were $47.3 million 1n fiscal yezr 1374 and
$37.5 m:llion :n fiscal year 1975.}

~ .ostr for tne ‘u-yea: Expla:ation program at EKeserve
Ko. « are about 815 miliion annually. (Tunds al-
located were $12,5 mliixon in fiscal year 1974 znd
$23.2 million i% fiscdl year 1975.)
o
1
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fund requirenents shown above are pased on the 1974
dgollar valuge. In comnenting on this, Navy perscanel provided
more curtent data. They noted that the costs to fully de-
velop Petroleum Resetrve Ho. 1 are about §417 million, or
about $83.4 millicn & year over a S-year period. They also
noted that the exploration program for Petroleus Reserve

‘No. 4 is now considered to be & T-year program, sstimated

to cost about $40.5 million a year.
Conclusion

& lack of tunding was idencified in our QOctober 1972
repotrt as the primary cause [of tne nondevelopment of the re-
serves. fCongressman Yoss requested an updated report for the
Congress to uses in considering action. The Congress has
since acted to remedy the funcing deficiency, as evidenced by
the fiscal years 1974 and 1975 appropri:tions.

PRGPOSALS T ?RODUCE OIL FROM THE RESERVES

Some production from the petroleum reserves is necessary
to protect and maintain them; however, additional preduction
must be aprproved by the Congress. To obtain such approvel,
the Secretary of the Mavy nust cetermine that such product:ion
i3 necessary for national defemrse purposes, and his finding
musSt pe approved by the President. Production, however,
cannot begin until approveg by 2 jcint resclution of the
Congress.

Over the past few years, several proposals have been
made to preduce from the reserves, some for purposes otner
than naticnal defense. Certain Departzent of Defense offi-
ciale endorsed those proposals, but ONPR personnel opposed
them. . !
Production to improve
valance-of-payments position

In 1965 the Department of Defense Directorate for Petro-
leum Logistics Policy prepared a study culling for increased
production of crude oil from Petroleum Reserve ho. 1 to
improve the U.S. balance-of-payments position. This woula be
accomplished by displacing oil imports. The study noted that:

"There is no real justification tcday for the re-
tention of these iands for the exclusive benefit
of the Navy, or for any other military department,
industry continues to have the capability to

11
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adeguztely supply the military and essential civil-
ian necss in any future emergency, a&s it had in
i

world wars I and 11, and during tne Eorean exzergency.®

The study suggested additional producticn of avout
65,000 parrels a day from the shallow zone and concluded
shat this would not jeopardize national security. Accord-
ing to the study, our balance of pavments would be enhanced
by about 540 million each year until} the shallov zone was
depleted. The Assistant Secretary of Defense (Installationg
and Logistics) and the Acting Secretary of the Navy beth
endorsed the plan. & legislative packege was prepared within
the Departmant of Defense Lit was not pregented to the Con-
ggress. .

Production to cover Costs
OL canceled lexses

Since 196%, legislation has been preposed repeatedly
by various congressmen and the administration to use oil
from Petroleum Reserve Ho. 1l to pay for leases to be ter-
minated in the Santa Barbara Channel and for other purposes.
The legislation would use receipts generated from crude oil
and gas production to

~=Compensate Santa Barbara Chénnel leaseholders for
offsnore leases to be terminated by the Department
of the Interior,

-~cnable the Secretary of the Ravy te carry out patro-
leum exploration on Petroleum Reserve HNo. 4, and

--reimburse the Treasury for lost royalties from re- .
ducing existing production from ¢il and gas leases ¢
on Federal lands. '

Because of the large quantity cf o0il that would have tc
pe produced, the Secretary of the Interior sponsored legisla-
tion to Create a new naval petroleum ré&serve in the Senta
Barbara Channel. The proposed reserve would compensa.e the
Navy for tne loss of Elk Hills oil by creating a reserve out :
of canceled channel leases. i

The Navy and Defense opposed production from Petroleun
Reserve No. 1 to pay for the Santa Barbara leases because:

--The proposal was inconsistent with the law defining 3
the role of the reserves. ;

12
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--4 precedent mignt be estaplished for tapping the
reserves whenever the Treasury is snort of money.

--Defense perscnnel believed that production in the
sanner proposed would create problems because Stand-
ard 0il was tne cominant producer on the west coast;
was uynder contract to operate the Elk Hills reserve;
owned some of the Santa Barbara Channel leases to
to be terminated:; ana would receive either 17 or
30 percent of the oil produced to pay £or the leases
terminated, depending on the EBlk Hills zone produceo.

--Production would come from the untouched Stevens zone
as well as from the shallow oil rzone. This would dis-
turb the hydrostatic equilibrium in the Stevens zone
and would require increased production to prevent
voidages and imbalances.

-~S5tandard Oil might charge breach of the, existing unit
plan contract and increase production from 1ts own
lands, thereby initiating depletion of the reserve.

Legislation calling for the production at Petroleum
Reserve No. 1 to pay for Santa Barbara leases was backed by
the Departaent of the Interior and the President but was not
enacted into law.

Production to ease fuel shertage

The oil embargo late in 1973 and the continuing dialog
about energy policy since then have prompted proposals to
produce oil from the naval reserves. The proposals suggested
immediate preoduction to help wmeet current fuel needs and en-
visicned future production to reduce reliance on foreign
sources.

Proposed current production

In September 1973 the President un=successfully proposed
producing o0il from Petroleum Reserve No. 1 to meet the winter
fuel needs of the west ccast. His proposal also included
authorizing the exploration of Petroieum Reserve No. 4,
Shortly thereafter, the 0il embargo was imposed.

: In November 1973 the Acting Secretary of the Navy,
“responding to the oil embarlgo, determined that ElXx Hills

petroleum production was necessary for national defense be-

cause the military services could not purchase required

|
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amounts of petroleum products. The President approved the
tinding and Defense strongly supported e,

Senate Joint Resoluticon 176 was subsequently introduced
to

-=-concur in the finding of the Secretary of the Kavy
that production of N¥aval Petroleum Reserve Ho. }
wag needed for national defense,

~=atthorize the production and development of Petro-
leum Regerve Ne. 1, and

-~authorize and direct exvloration of Petroleum
Regerves Nos. 1 and 4.

Under that resolution, production from Elk Hills was not
to continue for more than @ year after production started
orf to exceed & rate of 160,000 carrels of oil a day.

The Senate passed the joint resolution in December 1973
put the House did not act on it before the end of the %34 Con-
gress in December 1974. Other resolutions {H. J. Res. 47 and
S. J. Res. 13} which would authorize production have been
introduced in the $4th Congress. .

Other pillis that would have aftected the naval pretro-
leum teserves were for the:

--Production and sale of Elk Hills oil in certain quanti-
ties for speczfned periods to ease the effects of the
“energy crisis.®

~-Return of the custody of the reserves to the Secretary
of the Interior.

--Creation of a system of national petroleum resecves
under the jurisdiction of the Secretary of the In-
terior.

Features similar to these have been included in proposed
legislation to the 94th Congress.

Proposea future production

In the winter of 1973, as a result of the energy shortage,
the President announced the inception of Project Independence,
which was to evaluate the Nation's energy problems and to
provide a framework for developing a national energy policy.

14
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In November 1974 Pederal Energy Administrastion issued
its “Project Independence Report,” evaluating the impact of
_eaveral possible strategies on the U.S. energy situation
through 1985. -

The report considered two strategies for dsmest:c oil
production--buginess a3 usual and accelerated develupment
of oil=-praducing capacity. Under business as usual cond:i-
tions, the report estiuated total domestic potentizl produc-~
tion in 1985 would pe about 1S million barrels of oil a day,
with no production planned for the naval petroleum reserves.

Under accelerated production conditions, the report
estimated that total daily domestic potential product:ion in
1985 would te apout 20 million barrels. Of that amount,

2 miliion barrels would come from Petroleum kegerve nNo. 4

and 200,000 barrels from Petroleum Reserve No. 1. Therefore,
under the accelerated developszent stiategy, 1l percent of
total domestic production was expected to come trom naval
reserves. Of egual icportance was the additional S million
barrels a day anticipated under the accelerated developnent
strategy. The naval reserves were expected to provide <5 per-
cen* of that quantity.

The Project Independence Report contained no specific
policy recommendat:ions; howaver, one ot the alternatives for
consideration envisioned considerablr production from the
' paval reserves.

In his January 15, 1975, state of the Union message the
President urged gquick action on legislation to allow commer-
cial production from the naval petroleum reserves. & policy
to fully develop and produce from the reserves was included
in the proposed Energy Independence Act of 1975 {S. 594 and
#H. R. 2650). That proposed legislation also provided for
creating a national strategic petroleum reserve to meet emer=-
gency national security needs. Such a reserve was to be
created from petroleum and revenues resultinc from production
at the naval petroleum reserves.

Other legislation dealing diréctly with the naval petro-
leum reserves has been proposed to the 94th Congress. The .
more recent of these included:

-~ —==A bill (H.R. 49) authorizing tne Secretary of the
Interior to estabiish national petroleum reserves on
certain public lands. Such reserves could include
all or part of an existing naval petroleum reserve,
after consulting with the Secretary of Defense.

The House passed H.k. 4% on July ¥, 1975,

v -
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~--An amendment to #H.R. 4% excluding the nave. petroleum
reserves from any national reserves to be established
by the Secretary of the Interior. However, the
amendment proposed producing from Petroleum Reserves
mos. 1, 2, and 3 up te 200,000 barrels of oil a day
Jor nct more than 3 years. The amendment was defeated
in the House on July &, 1975.

-~& bil}l ¢(H.R. 5919} authorizing, among other things,
full exploration and development of the naval petroleum
reserves and authorizing their production of up to
200.000 barrels of ¢il a day £er not more than 3 years,
The House rejected tle proposed bill on July 8, 1975.

--An wnergy propcsal developed by GAO in response Lo
congressional inquiries, Under this proposal, Petroleum
Reserve NO. 4 would be transferred to a newly created
pepartment of Energy and Natural Kesources, which
would fully explore the reserve to develop information
needed to proceed with a sound program of commercial
leasing. Petroleum Reserves Nos, 1 and 3 would be
fully developed by the Navy ard be considered part
of the newly created natiohal emergency reserves,

LEASING ON FEDERAL LAND IN BUFFER ZONES

A buffer zone is an arez on Federal land around a petro-
leum reserve. Under current leasing requlations, Faderal land
in these zones may be leased for gas ard ¢il only if such
lands are subject tc drainage or if the Bureau of Land Hanage-
ment, in consultation with the Navy, determines that such a
lease woulad not adversely affect the adjacent reserve. The
zones around Petroleum Reserves Nos. 1, 2, and 3 are 1 mile
wide; the zone around Petrcoleum Reserve Ko. 4 is 2 miles wide.
Department of the Interior officials noted that a l-mile
buffer zone was created by regulations approved in 1938.
However, the Public Land Order opening Aiaska lands to oil
and gas leasing expressly provided for a Z-mile zone around
Petroleum Reserve No. 4.

Leases continue in effect on buffer zones around Petro-
leum Reserves Nos. 1, 3, and 4. . Many leases were issued or
based on rights existing before the buffer zones were estab-
lished. Also, as discussed on page 18, leases may be awarded
in these zones if the Navy approves. Since our report in
October 1972, one lease has been terminated because production
in paying quantities ceased and two have been canceled because

.“
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they were erronecusly awarded. Other leases will be extended
because ¢f the terms under which they were issued oo because
of options provided by legislation enacted after they were
awarded. RO new leaseg have been awarded.

The Secretary of the Interior has responsibility for
issuing leases and for supervising the development and pro-
duction of mineral resources on Federal linds. Within the
Department of the Interior, the Bureau of Land Hanagement.
issues and administers leases.

The U.S. Geslogical Survey. provides technical support
in the leasing process. Once operations start, the Survey is
responsible for all matters relating to ¢hose operations and
for accounting for preduction uncer the leases. As part of
its duties, tne Survey issues drilling permits to lessces
and operators to drill new wells or change existing ones.
Each permit requires that drilling be in accordance with
applicable admiristrative and operating regulations. When
a drilling permit reguest meets these c¢riteria and the oper-
ator owns or has been deiegated the rights to conduct the
operation, the Survey norsally approves the permit. To do
otherwise would be to deny the rights granted by the lease.
When the planned work is completed, a report con the results
is filed with the Survey.

An approved permit extends only to the operations in-
cluded therein, and any work at a later date would require a
new permit. NC new reguests to drill have been received and
no drilling permits have been issued for current leases within
buffer zones around the reserves since 1971. according to Sur-
vey personnel.

Department of the Interior records showed that Federal
lands in the buffer zones around Petroleum Reserves Nos. }
and 3 contained 10 and 32 leases, respectively. There are
portions of four leases on Federal land within the buffer
zone around the reserve in Alaska, accepting the Navy's view
that the boundary lies along the Coleville River. 1/

Leases currently in effect will be extended if they
meet any of the following criteria.

1/1f the outcome of the Coleville River poundary dispute
establishes the reserve boundary in favor of the Department
of the Interior, these leases will not be in the buffer

- zone. The Department of Justice advised us in Mar 1975
that the boundary dispute is still under consideration.

™
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I. They were issued under those provisions of the Mineral
weasing Act of 1320, which provided for the issuance
of a 20~-year lease and the preferential right of re-~
newal for successive 1l0-vear pericds.

2. There is evidence that oil or gas is or can be pro-
ducegd in paying quantities.

3. They are committed to a producing cooperative or
unit plan approved by the Secretary of the Interior.

Petroleum Reserve hNo. 1

Department of the Interior records disclosed that Fed-
eral land in the buffer zone around this reserve consisted
of 10 leases. Of these, six were issued before 1926 and
none since 1%63. Two of the lcases contain provisions which
grant the preferential rights to successive 10-year renewals.
Thus, unless the leases have been extended beyond their fixed
term by commitment to a producing unit, they can be extended
as long as the lessees desire to hold them, even if they are
not productive. Four leases will continue to be vz2lid as
long as they are producing in paying quantities, and all four
were 50 classified as of the end of fiscal year 1974. The
rexalning four leases will be extended as long as the units
to which they are committed remain productive.

One lease in 1ts extended term by prcduction was ter-
minated in 1373 due to & cessation of production in paying
_guantities. No new leases have been awarded since our 1972
report, and no new drilling permits on existing leases have
been issued since 1969.

petroleum Keserve No. 3

Department of the Interior records disclosed that leased
Federal land in the puffer zone arcund this reserve is con-
tained in 32 leases. Of these, 15 were issued in the 1920s.
Of the remaining leases, 13 were issued before 1957 and 4-
between 1962 and 1%67.

All these leases will be exteéended for the present--2
because they contain provisions which grant the preferential
right of renewal, 10 because they are now producing oil and
gas in paying quantities, and 20 because they are committed
to producing units,

Two leases around this reserve were canceled in 1974
because they had been erroneously awarded. Federal requla-~
tions require that, before an award, the Department of the
Interior optain Navy concurrence on proposed leases within
the ouffer zone. These leases were issued without Ravy
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concurrence. Interior officials said this occurred becausse
the land status records erroneously indicated that the lanés
lay outside the buffer zone. They noted that, when the
error was discovered, the leases were canceled.

According to a Department of the Interior ovfficial.
no leases have been awarded and ne drillirg permits have oeen
issued on existing leases since ocur 1%72 report.

Petroleum Reserve No. 4

Leases have been issued on Feceral and State lands adja-~
cent to the reserve. Four l0-year leases were awarded in 1366
on Federal lands. No wells have been drilled and no drilling
permits issued. If the lessees have no producing wells or
have taken no action to produce within the 10-year period,
the leases will expire. However, if the lessees are dili-
gently drilling at the end of the period, the lease can be
extended for 2 years. .

Under the Alaska Statehood Act (Public Law 85-508),
Alaska selected some Federal land adjacent to the northeast
corner 0f the reserve. The Bureau of Land Menagement, with
Department of Defense concurrence, tentatively approved this
selection. Tentative approval means that there were no claims
to the land but it had not been surveyed.

The Statehood Act and Alaska statutes authorize condi-
tional leasing of State-selected lands after the Bureau has
given its tentative approval. The State has leased some land
adjacent to the reserve boundary, and portions of 11 of the
leases are within 2 miles of the reserve. An Alaska official
said that when the State was given title to the land there
were no restrictions on leasing within 2 miles of the bound-
ary.

Officials from both the Bureau and the State said that a
conditional-lease does not prohipit the lessee from drilling
~on the leased property. However, no drilling permits have
been issued and no wells drilled within 3 miles from the
Navy boundary. A ;

i
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LECATED DATA CR PETEULLURM FESERVES NOS, 1 AND &

Ho.o 1 o, 4
reported ‘KHevized Fapotted Hevisad
1922 1974 1972 1478
tEHYeN feCoverdadle rewnurces:
dattels of ot} (miliionsz} 1,022 1,010 {a} ta}
#arret value (millions) $2.632 sio,1v0 [€:}] ta}
b SR ST .
Fresent daily production ca-
pability tharrels):
Total 190,300 b/ 160,900 - -
Alieady 1n use 5,230 ¢ 3,000 - -
Sslance avitlable for
energency 35,0630 157,000 ! - -
L] .
Levelopment potentia. and
Cnsts s
maztmun datly deliverable
rate {hagrels) gr 267,440 d/ 400,000 e/ 3,200,300 e/ 3,030,000
Increase over present daily
capability fcarrels} ) 167,440 240,000 e/ 3,800,000 e/ 3,000,000
fost to develop (millions} s $4&1 ef $1,9¢0 e/ $3,000
— — - DI - L
Total available daily for ’ .
emerqgency (paccels) 262,440 397,000 e/ 3,000,000 e/ 3,000,000
—— ARSI SRR bnd TR RTIRIL

a/Reserve Ko, & has n¢- been fully ezplored. The Navy has estimated recoverable
T resources ta Le 100 million batrels. In our 1977 report we estimated the re-~
secve's macket value to bte 5200 million. Hewever, the Geclogical Survey es~
tinated the regerve to contain fros 10 to 33 billion bartels of oil. Based
on that estimate and on the price of oil in early 1974, tbe market value of
the oil would be from $100 billion to $330 billion.

b’Cevelopment activities %o increasse production capability have been underway

since late 1973. ‘The Navy reprogramed funds in 1973 for drilling to prevent

diainage, and the iv?4 supplemental appropriation provided funds in January
1374,

c/ihltnough the Navy is responsible for conserving oil, some production is nec~
essary to mainta:n and protect the reserves. The Congress must approve any
additional production, and it has not done so.

d/Reported figures in 1972 were 1n the average daily rates that would deliver
the maximum volume of o1l for a S-year period without adversely affecting the
maxiaum recoverable resources. The 1974 revised figures were for a l-yeat
period based on an estimated . sewtve of 1.5 billion barreis 1n 2 fully de-
vejoped field. -

e¢/Navy estimates based on the assumption that Reserve No. & contains 10 billion
barzels. The Navy has made no estizate on developing No. & as a 33-billioa-~
bartel reserve.
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APPENDIX III APPENDIX

DEPARTMENT OF THE NAVY
OFFICE OF THE SECRETARY
WASHINGTON O € 20350

"4 JUN 1975

Mr. F. J. Shafer

Director, Logistics and Communiiations Division
U. 5. General Accounting Office

washington, D. C. 20548

Dear Mr. Shafer:

The Secretaty of Defense has asked me to reply to your
letter of April 7, 1975, which forwarded the GAO drafe
report on the Raval Petroleum Reserves, GAO Code 945235,
0 -ase $4068).

We appreciate this opportunity to review your findings.
The Department of the Navy comments are enclosed herewith.

Sincerely, ’
' Af(;?fjgfézéﬁw#ub
'/ JACK L. BOWERS

Act Secretary of the Navy
For Naval Petroleum and 0il Shale Reserves

Encl:
(1) Comments

Page references in this appendix may not
correspond to pages in the final report.

2. The Navy requested that certain cozments

longer pertinent be deleted.

Iz
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Department of the Navy EReply
to
GAO praft Report of 7 April 1975
on

Follow vup 67 GAO's Review of
The Naval Putroleum Reserves

0sD Care No, 406E

Sumpmary of GAO findings. The "follow-up report® contained

no specific recommendations but found that: {a} a major
réasen for not developing +he Reserves was that Navy did not
kave the necessary funds, (b) the lack of funds has delayeAd
Javeloping the Reserves to a capability of producing large
gaantities of oil for an emergency, (c) steps have been
taken by Navy and OSD to lasure that the furding for the
Petrcleum Reserves receivec appropriate atiantion in the
Congressional budget submission and Congress has acted tc
remedy the funding deficiency, and (8) that no new leases
had Seen let on Federai land in buffer zones around the

Resgerves,

1 )
'

Summary of Department of Navy findings. The Department of

the Navy concurs in the findings of the General Accounting

i

Office. However, it is felt that certain data within the

report should be clarified in drder te prevenit the assumption
1
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of erronecus conclusions con the part of the recipients

- of the report. The sugaested changes are contained in the
following stctement,
Statement. The following suggested changes to Appendix I
and Appendix II are considered essential to the submission

of a truly objective and factual report:

APPENDIX I
Page 3, first full paragraph - Delete the last sentence
and s> itute the following sentence: "Naval Petroleum
Raserve No. Z production can be expected to continue to

decline.”

Page 3, secor . full paragraph - Reword to réfd as folliows:
“At Petroleum Reserve No. 3, current oil production of 400
barrels a day is about 12,000 barrels below the average
maximum daily deliverable rate attainable if the reserve

were fully developed.” .

[See GAQ note 2, p. 21.]
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[Sew GAD note 2, po 21.}

) BEST DOCUMENT AVAILABLE

Page 7, line 5 « the last word of that line should be

*injection® not “inspection.*

Page 7, last éarggraph - It is felt that since the December
1972 repurt on NPR-1 waé actually merged with similar reports
or NPR-3, KPR-¢ and NOSR to éroduca the ®"April 1973
Engineering and Assessment Pian » +« « » ", that reference to
recent planninq.shaﬁlé #ore properly be cred! ed to the
"april 19?3 Plan®, rat;er than the “December 1972 program®,

)
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Page 18, £first non-indented line - Last word should be

changed to "drilling® in lieu of “"production®.

Page 10, same line ~ The wording of this sentence zeems to
infer that our "drilling" was performed at the expsnse of
essential projects as if this were wasted money, whereas'
the drilling actually provided Navy with informution which
led to a temporary restra:ning order closing down Standa:d
0il Co=pany'’'s production and helped identify a new producing
pool. It is felt that these benefits should be highlighted .

Tt a- o w s -
: Wie . LAY
in the report. : BLoy FLU LI R

Page 11, second indented paragraph should be corrected,
bagsed on most recent information, to read as follows:
 »gpotal costs to fully develop all known hydrocarbon
regions in Reserve ﬁo. 1 are about $417 million, or
about $83.4 million a year over a S5-year period.
(Funds allocated to date were $47.5 million in fisfal
year 1974 and $37.5 million in fiscal year 1975.)"

Page 11, third indented paragraph should be corrected,
based on most recent information, to read as follows:
“"Costs for the 7-year exploration program at Reserve
No. 4 are ébdut $40.5 million annuaiiy. (Funds allocated
 were $7.5 million in fiscal year 1974 and $23.2 million

- in fiscal year 1975.} "

————
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Page 14, change the first two paragraphs under the heading

“Proposed Current Production” to read as follows:

"In Scptember 1973, the President in a speech,
proposed production of oil from Petroleum Reserve No. 1
to meet the winter fuel needs of the west coast. His
proposal alse included authorizing the exploration of
Petroleum Reserve No. 4. Shortly thereafter, the oil
embarge was inposed.”
“In November 1973, the Acting Secretary of the MNavy,
responding to the oil embargo and the critically short
operating fuel stock of the military around the world,
determined that Elk Hills petroleum producticn was
necessary for national defense, because the Armed Services
could not purchase reguired amounts of petroleun préducts.
The President approved the finding and DoD strongly
supported it.”
APPENDIX I1
Note @ - It is suggested that the second sentence of this note
be changed to read as follows: "Tne 1974 revised figures were
for a l-year period based on estimated reserves of 1.5 billion

barrels in a fully developed field.®

It is suggested that the 1%74 market value of proved and

potential oll reserves as indicated in secongd line unde; '&5.1'
and in note a, be revised to reflect value in the free market, not
Asubject to price controls. At the end of 1974 that value was

approximately $10.00 per barrel.
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United States Department of the Interior

OFFICE OF THE SECRETARY
WASHINGTON, D.C. 20240

HAY 14 1375

¥r. Henry Eschwege .

Director, Resources and Ecoaomic t
Development Division

U.S. General Accounting Office

Washington, D.C. 20348

Dear Mr. Eschwege: *

we have reviewed your propoesed report to the Congress entitled "Folliow Up
of GAD's Review of the Naval Petrolewm Heserves."

Qur respoanse is essentially a clarification of pages 16-20 of the draft
report which discuss leasing on Federal lands within the buffer zone
around petroleum reserves,

On page 17, {t is stated thsat leases remain within the boundaries of

buffer zones around Petrolewms Reserves Nos. 1, 2, 3, and 4. Such buffer

zones were created by regulations approved March 21, 1538, The Secretary

of the Inte:zior directed that no application for an oil and gas lease would be
allowed for lands within 1 mile of the exterior boundaries of a naval petro-
leun regserve or military or naval helium reserve. There has been no change
gince then in this l-mile buifer zome arourd any of the naval petroleum
reserves, including NPR Mo. 4 in Alaska,

Public Land Order 1621 of April 18, 1958, opening lands north of the Brooks y /.
Range in Alaska to oil and gas leasing, expressly provided that the leasing ~
maps would not describe sny .lands within 2 miles of NPR Mo. 4. This decision
was made becguse of the uncertain langusge in Executive Order 3797-A describ-
ing the boundary of NPR No. 4 along the Colville River ss the "western or
right bank" of the Celville River. Interior's interpretation of the 1923

. Executive Order places the boundary along the west bank of the Colville
River. If this interpretation prevails, then none of the four leases issued
in 1966 on Federsl lands are situated within the buffer zone. If the Kavy's
interpretation of the Reserve boundary as being on the “eastern" benk of
the Colville River is correct, then, as stated by GAO, the portions of four
leases would be within the buffer zome to KPR No. 4.

o
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These four lezses issued iam 1966 for 10-ye.r periods must each have wells
capable of praducing oil or gas in paying quantities by the end of their
10-year terxm to continue the life of the lease. Failure to have such wells
will resul: in the leases expiring by operation of law at the end of the
tenth vear. If there is no such well oz the leasehold, the leases can be
extended for 2 years provided the iessee is actively and diligently drilling
over the expiration date of the lezse, Production in paving quantities
during the 10-yesr primary term or the 2-yesr exteaded term by reason of
diligent drilling will continue the lease for the life of production.

Also, a3 indiczted on page 19 of the report, two lessee within the buffer
zong to Petroleum Reserve No. 3 were {ssued erroneously and havs since
becn cancelled. These two leases were issued because of error in the
land status records which indicated that the lands lay outside the buffer
zone and were avallable for leasing without obtaining Xavy's concurrence.
Whea the error was discovered, the leases were, of course, promptly
canceiled.

In addition to the foregoing, we informally provided editorial changes to
report text pages 16~20 for consideraticn in preparing the final report.
They include, on page 18, identification of one statement on lease cancella-
tions which we believe should be greatly expanded or deleted.

Sincerely,

Allan L. ,ﬁzynolds

Director of Audic and Investigation
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Blepartment of Justice
Fzshington, B.E. 20538

MAY 6 1875

Mr., Victor Lowe

Director

United States General Accounting
Office

Washington, D.C. 20548

Dear Mr. Lowe:

T am replying to your letter of April 7, 1975,
requesting any cotments we wish to mzke with respect
to a draft report entitled "Follow Up of GAQ's Review
of the Naval Petroleum Reserves,” prepared at the request
of Representative John E. Moss. :

We have examined the report, which is rainly a factual
report regarding the status of the developmeat of the
Naval Petroleum Reserves and the status of federal lands
and buffer zones around those reserves, and have noc commsents.

You have also asked for information regarding the
current status of the Colville River boundary dispute
between the Department of the Navy, the Department of
the Interior, and the State of Alaska. At the present time
this matter is under consideration by the Department in
connection with a request for an opinion of the Attorney
General. It is hoped that our work on the matter will be
completed in the near future.

Sincerely,

Antonin fScalia
- Assistant Attorney General
Office of Legal Counsel
1
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